IntRoDUctIon
The emerging European stock markets have brief histories compared to more mature markets. Most emerging European countries actively follow economic policies that lead towards more internationally integrated financial markets, yet full integration of these countries' financial markets is far from complete. Since their initial trading sessions in the first half of the 1990s, the emerging European stock markets have had varied performances in terms of international integration. Horvat and Petrovski (2013) find that Central European stock markets are highly integrated into the global financial system, whereas those of South-Eastern Europe exhibit a much lower degree of integration. Due to the special characteristics of the Croatian transition process relative to other emerging EU countries (i.e. war destruction in the initial transition phase, delayed EU accession), its financial integration needs to be investigated individually.
In this paper, we examine the co-movement of the Croatian stock market with various European and global financial markets. We are interested in the long-term perspective of financial integration but investigate the impact of several major financial events in last two decades on the integration process as well. There has been some research on stock market integration and closely related topics for emerging European countries (Cappiello et al., 2006; Egert and Kocenda, 2007; Horvat and Petrovski, 2013; Ivanov, 2014) , but a detailed examination of the Croatian stock market is lacking. Therefore, we collect daily data on the closing prices of stock market indices from the Zagreb Stock Exchange and several European (UK -FTSE100, broad EU -STOXX600, German -DAX, Austrian -ATX, Polish -WIG20, Czech -PX and Hungarian -BUX) and global (US -S&P500) markets for the period of 3 September 1997 to 19 August 2016. We identified several important events from the literature on the stock market integration of emerging European countries: the Russian crisis (see Jochum et al., 1999; Gelos and Sahay, 2000) , the dot-com crisis and the 9/11 shocks, the subprime mortgage The analysis of Croatian international stock market integration is of interest to investors looking for diversification opportunities in emerging European countries. Investors who seek financing on the local capital market will be better informed about assessing risk related to the channels of financial shock propagation. The emerging European countries experienced a larger drop in economic activity in the recent financial crisis than other regions (Berglof et al., 2009 ), so the implications of this study have relevance for domestic macroeconomic and monetary policy. Melitz and Zumer (1999) and Baele et al. (2004) claim that integrated European capital markets may decrease risk and allow for better diversification, while Kassim (2010) states that the extent of integration is highly relevant in the context of countries aiming for macroeconomic harmonization. Therefore, the financial stability of emerging European markets is important for the stability of the whole region and also has implications for the economic stability of the EU.
We contribute to the existing literature in several ways. Firstly, we use data on the longest time span available and are therefore able to investigate the full history of Croatian stock market co-movements. This allows us to go into detail about different events during that period and put them in a comparative perspective. This is especially interesting with respect to Croatia's EU accession, which was later than that of other new member states and should be analysed as a separate event. Secondly, our methodological approach makes use of both the dynamic conditional correlation model (DCC) of Engle and Sheppard (2001) and the asymmetric dynamic conditional correlation model (ADCC) of Cappiello et al. (2006a) . It is reasonable to assume that correlations between Croatian and other stock markets are time-varying, these models accordingly being able to account for changing dynamics of the correlation structure and suitable for analysing different financial crises and events. Furthermore, by using both, symmetric and asymmetric volatility 230 models we are able to check the impact of positive and negative news (shocks) on volatility. Thirdly, we analyse the co-movements between Croatian and different European and global markets, which allows us to inspect whether different financial incidents and other analysed events drive the correlation structure of these markets. Since similarities in the correlation of returns between different markets imply their closer integration we are also able to make some general conclusions about the structure of financial integration and transmission of global and regional financial shocks.
Our results suggest that the overall level of Croatian international financial integration is relatively low, average correlation in the full period amounting to around 0.25, compared to developed markets. However, there are some tendencies of cross-market correlations to converge over time, which reduces Croatian international market segmentation. The analysis also shows that the subprime crisis had the strongest effect on international market integration, whereas Croatia's EU accession caused correlation coefficients to converge and somewhat reduced international market segmentation.
The article is organized as follows: section 2 gives an overview of related literature, while section 3 describes the data set and describes the empirical model. Section 4 presents the results and discusses implications. Concluding remarks are given in section 5.
RelateD lIteRatURe
One of the main interests of the literature about short and long term relationships between stock markets in emerging European countries has been in implications of results for portfolio diversification opportunities. The findings of the literature have been somewhat mixed but mostly point to regional stock market interdependence and imply that there are only limited diversification opportunities for investors in emerging European countries. The results show that there is a longrun relationship among emerging EU stock markets, but much less evidence has been found on the relationship between them and world markets. This is supported in MacDonald (2001) and Voronkova (2004) , which do not find any significant benefits of portfolio diversification when investing in emerging EU stock markets due to their high degree of integration. Their results confirm that co-movement among emerging European markets is much stronger than the relationship between these markets and other world markets. Egert and Kocenda (2007) find some evidence in favour of stock market co-movement among the Czech Republic, Hungary, Poland, and developed European stock markets, but they conclude that portfolio diversification in these markets can still have some advantages.
Several papers analysed how various financial incidents and important events affected the integration of emerging European countries. The results show that different events affect these markets differently and more generally, that there is significant amount of heterogeneity within the sample. Syriopoulos (2004) investi-gates the impact of the European Monetary Union on international stock market integration among emerging EU countries and the developed markets of Germany and the United States. The author finds a co-integrating relationship between every analysed country pair and therefore confirms the long-term relationship among those markets. Cappiello et al. (2006b) find that the 2004 EU enlargement increased the international stock market integrations of the new EU members with each other and with EU countries in the period before EU accession. They find that the three largest new EU member states (the Czech Republic, Hungary, and Poland) are much more integrated with each other and with the EU than the smaller countries (Cyprus, Estonia, Latvia, and Slovenia), which do not co-move with each other.
Wang and Moore (2008) use a dynamic conditional correlation model to study the interdependence of the Czech, Hungarian, Polish and other EU markets. The authors find that the EU accession and the subprime crisis increased the degree of integration of new EU members and other European markets. Kenourgios et al. (2009) extends the dynamic conditional correlation model with structural breaks to analyse how several financial incidents affected stock market co-movements between developed EU countries, emerging EU countries, and Balkan countries. They find that the dot-com crisis, Euro introduction, and EU enlargement, as well, increased interdependence in these markets.
The literature has been focused on differently defined groups of emerging European countries, which makes it hard to draw clear conclusions about the financial integration of the whole group. Overall, results show that these countries are differently integrated into European and global financial markets. Furthermore, new member states are characterized by a higher degree of financial integration whereas South-Eastern European countries have a somewhat lower degree of financial integration into global and European financial systems. Syriopulos and Roumps (2009) analyse the integration of Balkan countries' stock markets with the German and US markets. The results show that developed markets affect Balkan markets in the long term and that correlations among them are dynamic and asymmetric. Egert and Kocenda (2011) analyse the Czech, Hungarian, and Polish stock markets' correlation with developed EU countries by using intraday trading data. They find very weak correlations among all the analysed countries, from which they conclude that financial shocks in developed markets have a delayed effect on the emerging EU stock markets. Furthermore, the EU accession effect is found to increase the integration of the analysed markets into world financial markets. Gjika and Horvath (2012) study stock market co-movements among the Czech Republic, Hungary, and Poland. Their results show that the correlation among the analysed stock markets rose steadily from 2001 onwards. EU accession and the subprime crisis positively affected their integration process. The authors find that correlations between stock market returns are characterized by asymmetric conditional variances and correlations.
In a recent study of the financial integration of South and East European countries with western European markets, Horvat and Petrovski (2013) find that the stock 232 market integration of Central Europe vis-à-vis Western Europe is much higher than the integration of South-Eastern Europe vis-à-vis Western Europe. Their results show that Croatia has a positive integration trend and higher degree of financial integration than other South-Eastern European countries due to growing economic integration with the EU. Ivanov (2014) examines the return and volatility spill-overs and stock market co-movements among Western, Central and Southeast European stock markets. The results confirm a high and stable conditional correlation between Central and Western European markets. The conditional correlation between the Croatian market and developed markets is found to be modest but increasing.
Overall, the literature on the stock market integration of emerging European countries is characterized by several heterogeneities, and results have been somewhat mixed. The methodological approach differs among papers which makes it hard to compare the results directly. The literature has focused on different samples of countries, so that drawing implications about the financial integration of the whole region is not straightforward. However, the results confirm a significant mutual financial interdependence among emerging European countries but a somewhat lower degree of their integration into global financial system. The financial integration is generally higher for new member states and central European countries than for Balkan and South European countries. Finally, the results imply that different events and financial incidents have different impacts on this region but usually lead to more integration.
Data anD MoDel selectIon
We collected data on closing prices for CROBEX and several other stock markets market indices: S&P500, STOXX600, FTSE100, DAX, ATX, WIG20, PX, and BUX. The data are daily and span the period from 3 September 1997 to 19 August 2016 for all indices. The prices are in HRK for the CROBEX index, US$ for S&P500, PLN for WIG20 and EUR for all other indices. The data were collected from Reuters DataStream service. We calculated the return series as:
where I i,t is the index price of the i-th country at time t, I i,t -1 is the index price of the same country in the previous period, and R i,t is the corresponding rate of return of the index. Figure 1 shows the return series of all the analysed stock market indices. It can be seen that all series exhibit clustering volatility. Periods of high volatility returns are common to all indices, especially during the recent financial economic crisis, when historically high extreme return values were observed. It can also be seen that the return series of the CROBEX index follows a relatively smooth pattern with few volatility clusters except during the recent economic crisis period. Table 1 provides descriptive statistics for all of the return series. The highest and lowest extreme values are observed for the ZSE, WIG20, BUX and PX indexes. Furthermore, the standard deviation shows that the returns of the FTSE100 and S&P500 are the least volatile. Excess kurtosis is reported for all return series and implies non-normality of distribution. Non-normality is also confirmed via rejection of the Jarque-Berra test null-hypothesis. The ARCH effects were found by means of ARCH (10) tests. We applied the augmented DickeyFuller (ADF) to check the presence of unit roots in the return data. As table 1 reveals, all index return series are found to be stationary since ADF rejects the null of a unit root at the 1% level. Probability (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
MoDel selectIon
The asymmetric volatility in the covariance of different assets emerges due to differential volatility reaction to negative and positive shocks of the same magnitude. Furthermore, the existence of declining correlations between stock markets during the rising trends, rising correlations during the negative trends and generally higher correlations during the volatile periods imply that correlations between stock markets are dynamic and time dependent. Therefore, these correlations should be measured with proper dynamic correlation models that are able to account for time variation in the correlation structure. Here we find the dynamic conditional correlation model of Engle and Sheppard (2001) Our methodological procedure consists of two steps. In the first part we find the best-fitted GARCH model among several possibilities: Bollerslev's (1986) GARCH model, the exponential GARCH model of Nelson (1991) , and the GJR-GARCH model of Glosten et al. (1993) . In the second part we feed the residuals from the first step into the DCC model and the ADCC model to choose the best fitted model between the two.
The residuals from the best fit GARCH model in the first stage are fed into the dynamic conditional correlation model of Engle and Sheppard (2001) and the asymmetric dynamic conditional correlation model of Cappiello et al. (2006a) in the second stage of the estimation. We then selected the best model between the two via AIC criteria. The dynamic conditional correlation model is defined as:
where r t is the return series, assumed to be normally distributed with a mean of zero, and I t -1 is the information set available in the previous period. H t is a conditional covariance matrix assumed to be positive definite:
where D t is a diagonal matrix of time-dependent volatilities from univariate GARCH models obtained in the first step that takes the shape:
R t is a time-varying correlation matrix of standardized residuals ε t = D t -1 r t ~ N (0, R t ) that takes the shape: (4) where is the conditional correlation estimation between two returns. The elements of R t are obtained by using a series of standardized residuals as R t = Q t * -0.5 Q t Q t * -0.5 where:
is the conditional covariance matrix of standardized residuals and describes the dynamic structure of the model, and Q t * is the diagonal matrix with the square root of the i-th standardized residual. The ε t is the residual series from the first step of the estimation procedure, and
] is the unconditional correlation matrix of the standardized residuals. The scalars α and β contain information on the effects of previous shocks and dynamic conditional correlations on current dynamic conditional correlations. Cappiello et al. (2006a) extends the dynamic conditional correlation model so that it is able to factor in the heterogeneity of shock impacts on the correlation structure. The paper proposes an asymmetric dynamic conditional correlation model, where the dynamic structure of the model evolves according to the following equation: (6) where α, β, η are estimated parameters, η contains the asymmetric effects, ε t contains the residual series from the first estimation step, Q is an unconditional covariance matrix of residuals, n t = l (ε t < 0) • ε t 1 is the matrix of asymmetric shocks, and N is an unconditional covariance matrix of n t .
The estimation of the DCC model and the ADCC model is done via maximization of the quasi log likelihood function 2 :
ResUlts of tHe eMPIRIcal analYsIs
The results of our analysis and subsequent discussion are presented in this section. First, we present the results for the full sample period and then proceed to the analysis of separate events that affected financial markets. The simple correlation coefficients are given in table 2 where relatively low average correlations can be observed. The results show that average correlations among markets are relatively similar and range between 0.25 and 0.31. The lower average correlation among CROBEX, S&P500 and FTSE100 stands somewhat in contrast to higher observed correlations with other developed and emerging European markets. This might imply a weaker integration of Croatian stock exchange into the global financial system and the greater importance of European and regional markets. Compared to the dynamic conditional correlation estimates from the table 3C, the simple average correlation coefficients show relatively similar values. However, within period trends between these two estimates differ significantly. The difference might be due to time variation of the correlation structure that dynamic conditional correlation estimates are able to capture.
The results of the best fitted GARCH models are presented in table 3A. The AIC criterion was used to find the best fitted model among GARCH, EGARCH and GJRGARCH alternatives. The results are along the lines of Dajcman (2013) who finds that univariate stock market returns have different best fit ARCH/GARCH models. A robustness check was also done with SIC criteria, and the results did not change. The parameter ω is the constant of the estimated model, α informs about the impact of past shocks, and β about the impact of past volatilities on the current an international integration history of the zagreb stock exchange public sector economics 41 (2) 227-257 (2017) 237 conditional volatility. The leverage effects are captured in the parameter γ, which indicates the presence of asymmetric effects in the conditional variance for certain models. A bigger estimated α coefficient indicates stronger volatility reaction to the shock, a larger estimated β implies stronger volatility persistence (the shocks take longer to die out) and statistically different than zero γ coefficient informs about the presence of asymmetric effects in the conditional variance. For the overall period, the α coefficient ranges between 0.009 and 0.098 so it is possible to say that the reaction to news is strongest for FTSE100 index and weakest for STOXX600. It is worth noticing that α coefficient for CROBEX index also takes a high value (0.096) relative to other analysed markets. The β coefficient varies between 0.878 for BUX index and 0.976 for ATX which means that the shortest time is needed for a shock's impact on volatility to die out in the Hungarian and the longest in the Austrian stock exchange. This is similar to the results of Wang and Moore (2008), which also finds high persistence (parameter estimate close to one) of shocks on volatility. Statistically significant γ coefficient is observed for ATX, BUX, PX and WIG20 which means that positive news has a differential impact on the conditional variance relative to negative news. Therefore, these indices show asymmetric reactions to news. This result is again close to Wang and Moore (2008), which finds asymmetric reaction for every analysed emerging European market and Gijka and Horvath (2012), which finds asymmetry in conditional variance for BUX, PX and WIG index. Table 3B shows the parameter estimates of the best-fit A/DCC model, which was chosen so as to minimize AIC criteria. The parameters α and β are significant in every analysed case and show that past shocks and lagged correlations impact the current conditional correlation. Although the best bivariate correlation model for CROBEX and STOXX600 and for ATX and DAX is ADCC, the asymmetry an international integration history of the zagreb stock exchange public sector economics 41 (2) 
analysed markets. This finding generally complies with Syriopulos and Roumps (2009), which confirms asymmetry in correlations structure of Balkan countries as well as Gijka and Horvath (2012) , which finds asymmetry in conditional variances but much less asymmetry in conditional correlation in the sample of Central European stock markets.
To be able to understand the trend of the dynamic correlations between the emerging Croatian and other analysed stock markets, we compute the annual averages of the daily dynamic conditional correlations. The results are shown in table 3C and figure 2. The computed correlations inform us about the degree of international integration of the Croatian market with other markets. The results show that the full-period average correlation of the Croatian stock exchange with other analysed markets is relatively small, around 0.25. This shows a relatively low level of international financial integration, especially compared to the 0.6 found for Central European stock markets (see Horvath and Petrovski, 2013) . The authors also find higher correlations for Croatian market than reported here but both correlation dynamics follow a very similar trend. This might be due to the difference in applied methodologies. Our results are similar to those of Ivanov (2014), which reports modest levels of financial integration for Croatian market. However, the author finds that integration levels have a rising trend over time, which could not be confirmed in our analysis. The generally low to modest financial integration levels reflect the short history of the Croatian stock exchange, small market capitalization, banking-oriented domestic financial system and weak long term economic growth. The degree of Croatian stock market integration is lowest with the US and UK markets and highest with the Polish and Hungarian market. The overall integration is strongest with nearby markets and seems to be influenced by the gravity effect. This could reflect historical ties and economic similarities of the countries in the region where regional investors are better informed about trends and developments in their neighbourhood and can better assess risk and profit opportunities.
The initial integration levels of the Croatian market with other European markets are quite high, while its integration with the US and UK markets is relatively low. Its integration dynamics with all markets has a falling trend until 2003, after which it stays relatively low all the way up to the subprime crisis. Some divergence of integration trends can be observed between US and UK markets on one side and all other European markets on the other. This might point to a different degree of integration and shock transmission dynamics from global (US, UK) and European markets. Like Wang and Moore (2008) we find that the subprime crisis caused a drastic rise of correlation among all of the observed indices, where the biggest relative increase of correlation coefficients was observed for the UK and US markets. It is also interesting to note that it took almost a year longer for the CROBEX -S&P500 pair to come to its integration peak than other indices which shows especially low Croatian financial integration with US markets and slow financial shock transmission from global markets. The period after the subprime crisis is also very interesting because there seems to be some convergence in correlation coefficients between Croatian and all other analysed markets, including the US and the UK. However, this could be related to Croatia's EU integration and accession process as well.
Next, we turn to the analysis of how four important events in the last two decades affected the process of international financial integration of the Croatian stock exchange.
tHe RUssIan cRIsIs
First we want to investigate the effect of the Russian currency crisis on the comovement of the Croatian stock market with other markets. To investigate the impacts of this incident, we split our sample into two periods. The first period is from the beginning of our sample, 3 September 1997, until the beginning of the Russian crisis on 16 August 1998 as reported by Forbes (2004) . The second period starts on 17 August 1998 and ends on 31 December 1999. Ideally, we would want to split the sample into three periods so that the crisis period could be analysed separately, but due to the insufficiently long period of the crisis, we split the sample in two. The pre-and post-crisis period averaged correlation coefficients between the Croatian market and other markets are given in table 4A. The respective results of the univariate GARCH and A/DCC models are given in tables 4B-4F in the appendix.
We can see that financial integration levels before the Russian crisis were quite high in general, whereas the integration levels with European markets were especially high. The results show that the Croatian stock market experienced a significant decrease in conditional correlations with all of the analysed markets in the post-crisis period. Since the integration levels of all analysed pairs decreased in the post-crisis period, we conclude that the Russian crisis caused the Croatian stock market to disintegrate with the world market and EU markets.
tHe Dot-coM anD 9/11 cRIses
In this part we analyse the impact of the dot-com crisis and 9/11 shocks on the process of Croatian international stock market integration. The dot-com crisis started on 10 March 2000, when the NASDAQ index peaked and in the aftermath of that event, the United States faced another shock, the 9/11 terrorist attacks, so we assume that the joint impacts of these two shocks continued until the end of the 2002. We divided our sample into three periods: a pre-crisis period from 1 January Table 5A shows the correlation coefficients between the Croatian market and each of the other analysed markets during the pre-crisis, crisis, and post-crisis periods. The results of the respective univariate GARCH and A/DCC models are given in tables 5B-5G in the appendix. We see that integration levels in the pre-crisis period are generally low for all markets but especially low for the US and UK markets. This implies that the Croatian stock market was not integrated into global markets before the dot-com and 9/11 events, although some degree of integration with European markets was present in the pre-crisis period. We generally observe a slight fall in correlation with most of the markets, but the crisis somewhat increased integration levels with the broad European and German markets to a an international integration history of the zagreb stock exchange public sector economics 41 (2) 227-257 (2017) 243 minor extent. The fall in correlation with the US, UK, Austrian, and Polish markets was minor, so we conclude that there was no significant effect of these events on Croatian financial integration. The post-crisis period is characterized by rising correlations with all markets except the Polish market. However, it is worth noting that this increase was highest for the US and UK markets, which reached about the same integration levels as the other analysed European markets. We interpret that as the dot-com and 9/11 events benefitting Croatia's integration into the international financial system. It is also interesting to see that there has been some evidence of regional disintegration in the post-crisis period, specifically with the Polish market, which might point to a differential impact of global and regional financial shocks.
tHe sUbPRIMe MoRtGaGe cRIsIs
In this part we analyse the subprime crisis, an event that had a profound effect on global financial markets and developed into one of the biggest economic crises in modern history. The impact of this crisis was especially strong in emerging European countries and Croatia as well, causing a massive fall in index values in the stock market and a protracted recession in the real economy. To analyse the impact of the subprime mortgage crisis, we divided the sample into three periods: a pre- The results of our analysis are shown in table 6A. The respective results of the univariate GARCH and A/DCC models are shown in tables 6B-6G in the appendix. It can be seen that integration levels of the Croatian market with all other analysed markets were very low in the pre-crisis period and that there was nearly zero co-movement with the US and UK markets. The subprime crisis caused correlation coefficients to rise dramatically, the biggest increases being with the US and UK markets. The integration levels of all markets rose to similar levels, which were among the highest in the overall analysed period. In the period after the crisis, the integration levels fell somewhat but stayed relatively high. This finding is similar to that of Horvat and Petrovski (2012), who document an increase in comovements in the period before the crisis and subsequent fall to lower but positive values after the crisis.
We conclude that the subprime crisis was a global financial shock that affected all market correlations and possibly had a contagious effect on the Croatian stock market. The subprime mortgage crisis caused the Croatian stock market to become more integrated with the global and European markets, as well. Furthermore, the degree of integration was stable, since, during the post-crisis period, the integration levels stayed relatively high for all markets.
eU accessIon
The effect of Croatian EU accession on its international financial integration is analysed in this section. EU integration was a long-term process, in which negotiations started years before Croatia's actual joining of the EU. Since we wanted to minimize the overlapping of periods, we decided to split the sample into two periods: the announcement period from 1 July 2011, when the negotiations ended and the entry period was announced, until 1 July 2013, when Croatia joined the EU; and the post-accession period from 1 August 2013 to 31 December 2015. The results of the univariate GARCH and A/DCC models are given in tables 7B-7E in appendix. The results in table 7A show that integration levels during the announcement period were relatively high and very similar for all markets. This result is close to Cappiello et al. (2006b) , which documents the increase in international financial integration of Central European markets in the period before EU accession. However, we see the main effects of EU accession in the reduction of Croatian financial market segmentation with global and EU markets and not necessarily in increasing its financial integration (see Egert and Kocenda, 2011) . It is possible that investors perceived the Croatian market as less risky and that integration increased due to stronger integration in the EU financial system. The post-announcement period is characterized by a significant drop of correlation in all markets. It is interesting that the fall in correlation is relatively equal for all of the analysed markets, and we interpret this as the benefit that EU accession brings. In other words, the major effect of EU accession on the international financial integration of the Croatian market is less segmentation but not necessarily deeper integration.
conclUsIon
This study investigates the history of the international stock market integration of Croatia. The focus of the analysis is on general integration trends in the last two decades as well as the effects of several regional and global financial events that characterize that period. We used asymmetric/dynamic conditional correlation models to analyse market co-movements (integration). Our results have implica-tions for international portfolio diversification strategies, address the literature on market efficiency, and provide information about the macroeconomic harmonization process in the enlarged EU.
Our data set is based on daily values of closing stock market index prices and spans the period from 3 September 1997 to 19 August 2016. We made use of this data to calculate index returns for every analysed market and use it in our empirical models to calculate correlations. Furthermore, we split the data into several sub-samples in order to analyse the effects of the Russian crisis, the dot-com and 9/11 shocks, the subprime mortgage crisis, and Croatia's EU accession on the dynamics and level of Croatian international financial integration. The results for the full sample point to a relatively low level of international financial integration.
The degree of integration is lowest with the US and UK markets and highest with the nearby Polish and other EU markets. This might point to a certain degree of market segmentation and implies differential shock transmission from global and EU financial markets on Croatian market.
The results show that the Russian crisis, even though regional in its origin, caused the Croatian market to disintegrate relatively equally from global and regional financial markets. We did not find strong immediate effects of the dot-com and 9/11 shocks on Croatian international financial integration. However, there is some evidence that these incidents made Croatia more integrated into the global financial system, as its correlations with all markets somewhat converged in the post-crisis period. The subprime mortgage crisis had a profound effect on Croatian market integration when correlation coefficients spiked to their historically highest levels. Finally, Croatia's EU accession increased financial integration levels, but we see the main effect as a further convergence in correlation coefficients for all markets in the post-announcement period, which made Croatian financial integration less segmented.
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